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COLLAPSE OF SOVIET-AMERICAN NEGOTIATIONS 


HE unexpected collapse of Soviet-American 

debt and credit negotiations on January 31 
disappointed those who, without sharing the 
extravagant trade expectations of some American 
politicians in 1933, had hoped that recognition 
would inaugurate fruitful political and economic 
collaboration between the United States and the 
U.S.S.R. While a number of factors contributed 
to the breakdown of the negotiations, the princi- 
pal obstacle on which they foundered appears to 
have been a fundamental disagreement regarding 
the method of financing Soviet purchases in this 
country. 

The notes exchanged by President Roosevelt 
and M. Litvinov in November 1933 contained no 
reference to the Kerensky debt and the claims of 
American citizens, which total $800,000,000 with 
interest, or the extension of credits to the Soviet 
government. These two questions were left for 
negotiations subsequently conducted in Moscow by 
the American Ambassador, Mr. Bullitt, and in 
Washington by M. Troyanovsky. the Soviet Am- 
bassador, who returned to the U.S.S.R. in October 
1934 to consult his government. On the eve of his 
departure, M. Troyanovsky received from the State 
Department a proposal “representing the limit” 
to which it believed it could go “without complete 
sacrifice of the interests of American claimants 
and without unduly pledging” the credit of the 
United States for the purpose of facilitating 
Soviet-American trade. The Roosevelt adminis- 
tration offered to scale down debts and claims to 
a little over $100,000,000, to be repaid by the So- 
viet government over a period of twenty years. 
In accordance with a Soviet suggestion, the 
U.S.S.R. was to pay a supplementary rate of in- 
terest on credits extended to it “with the financial 
assistance of the United States.” These credits 
were to take the form of loans which the Export- 
Import Bank was to make to manufacturers ex- 
tending credits on Soviet purchases of American 


goods. The Export-Import Bank was to collect 
ordinary commercial interest on these credits, and 
the supplementary interest was to be deposited in 
a fund from which American debts and claims 
were to be repaid. Debts and credits were thus 
inextricably linked in the proposed settlement. 

This proposal proved unacceptable to the Soviet 
government, which was willing to shoulder an in- 
debtedness of $100,000,000, but was disappointed 
by the American credit offer. Throughout the 
negotiations the Soviet Union had expected to 
arrange two types of financing—short-term cred- 
its totaling $100,000,000 for three or four years, 
interest on which would serve to repay American 
debts and claims, and a loan or long-term credit 
of equivalent amount for five or ten years, to be 
used exclusively for purchases in this country. 
Such a loan was apparently never contemplated 
by the United States, which has not loaned money 
outright to foreign governments except during the 
World War. 

The Soviet Union, whose currency is not quoted 
on foreign exchanges, must pay for purchases 
abroad with cash secured by sales in foreign coun- 
tries, or else buy on credit. For a number of years 
the Soviet government has received credits in 
Europe, and has hitherto scrupulously fulfilled its 
financial obligations. As its economic position 
has improved, it has shown increasing reluctance 
to accept short-term credits on onerous terms. In 
agreeing to pay a high rate of interest on Ameri- 
can short-term credits, the Soviet government in- 
dicated its desire to conciliate the United States. 
This conciliatory attitude, however, was appar- 
ently due to expectations of a long-term loan, 
which failed to materialize. Even should the 
Roosevelt administration agree to cancel its debts 
and claims against the U.S.S.R.—a measure which 
would immediately provoke demands for similar 
treatment by the European debtors of the United 
States—it is doubtful that the Soviet government 


would place substantial orders in this country 
unless it received long-term credits. In the long 
run, these credits could be repaid only by two 
methods; either by increased Soviet sales in the 
United States, or by the export of gold. If the 
United States wishes prompt repayment of credits 
through the ordinary channels of trade, it will 
have to facilitate imports from the U.S.S.R. Such 
measures as our re“uscal, on February 3, to extend 
the tariff reduction on manganese to the Soviet 
product are not calculated to increase Soviet sales 
in this country. Now that the negotiations have 
broken down, moreover, the Soviet government, 
under the Johnson Act of 1934, will be unable to 
float a loan here until it has reached a debt settle- 
ment with the United States. 


Soviet rejection of the American proposal was 
undoubtedly facilitated by the eagerness of Euro- 
pean countries to secure a market in the Soviet 
Union. On December 9, when M. Marchandeau, 
French Minister of Commerce, visited Moscow to 
discuss renewal of the 1934 Franco-Soviet trade 
agreement, the French government undertook to 
extend three-vear credits totaling $65,000,000 at 
7 percent. These credits will entail no loan on the 
French market, and France has made it clear 
that it has not abandoned its claims against the 
Soviet government for repayment of Russia’s pre- 
war debts, which are to form the subject of sep- 
arate negotiations. The Hitler government, 
despite its political hostility to the U.S.S.R., has 
offered five-year credits totaling 200.000.000 
marks at 6 per cent on Soviet orders to be placed 
within nine months. Soviet-German credit nego- 
tiations, which had hit a snag in January, have 
now been revived. 


Estranvement between the United States and 
the Soviet Union is regrettable not onlv because it 
threatens to deprive American manufacturers of 
an export market—thus defeating the administra- 
tion’s camnaien for revival of foreign trade—but 
encourages Japan to believe that Washington will 
no longer frown on anti-Soviet moves in the 


Far East. VERA MICHELES DEAN 


Brazilian Trade Agreement Signed 
With the sienature on February 2 of the first 
reciprocal trade agreement concluded since the 
Cuban treaty of August 24, 1934,* Secretary 
Hull’s program for liberalizing international eco- 
nomic policies and expanding world trade may be 
said to have been really launched. The United 


*c. A. Thomson, “A New Reciprocity Treaty with Cuba,” Foretgn 
Policy Bulletin, August 31, 1934. : 


Page Two — 


LL 


States retains Brazil’s imports, which are nop. 
competitive, on the American free list, whil 
Brazil reduces duties on approximately oneJ 
fourth of its imports from the United State 
Concessions are made on fruits, radios, films, ay. 
tomobiles and parts, electric refrigerators anjp@ V 
many other manufactured products. The Unite 
States undertakes to retain on the free list coffe ; 
and cacao beans, Brazil’s most important export) 
to this country, and to grant concessions on Brazil) 
nuts, castor beans, manganese ore and a few other 
items. The Brazilian government agrees not t 
discriminate against the United States in th 
control of foreign exchange, and in separate notes 
promises to grant exchange sufficient to provide 
payment for future imports from this country 
liquidate existing American deferred commercial 7 
indebtedness, and service bonds held in the United 7 
States. =~ 


Although the agreement embodies the — ( 
favored-nation clause, under which tariff redue.} 

tions made to Brazil will be extended to other) 
countries, the spirit of the clause is not observed | 
Thus, the scope of the convention is restricted to) ¥ *' 
a few items of which Brazil is the chief source of 7) ®! 
supply, except in the case of manganese. The |" 


An 


a 


reduction made on Brazilian manganese is not, d 
however, extended to the Soviet Union as a result | © 
of the collapse of debt negotiations. g 


On February 9 the Brazilian financial mission “7 G 
which had participated in the final treatv negotia- s' 
tions sailed for London, apparently without con- a 
cluding arrangements for a $20.000.000 credit to 3 
free blocked exchange due to American exnorters. 7% t 
The mission is expected to seek new credits in the | 
British canital to thaw commercial and bonded c 
debts owed bv Brazil. Meanwhile, on February 8, 7% ( 
the Second Export-Import Bank of Washineton. % « 


a government agenev. announced that it had aided |) v 
in completing a $200.000 sale of locomotives to 4 r 
state-owned Brazilian railwav by assuming re 


sponsibility for credit and exchange risks. t 
, 


Coming iust at the time when protected inter- 
ests were loudly denouncing the reciprocal trade 
program in Concress, the Brazilian agreement is 
particularly auspicious, for it injures no domestic 
industry except the small and inefficient man- © 
ganese producers. It does not contribute, how- — 
ever, to the establishment of an eauilibrium in the 
international accounts of this country, which stil! 
has an export surplus. Instead of increasing im- 
ports, it opens new export markets for the United 
States’ products. #F 

DAvID H. PoPPFR [|@ |; 


FOREIGN POLICY BULLETIN. Vol. XIV, No. 16, February 15, 1935. 


Published weekly by the Foreign Policy Association, Incorporated. National | 7% | 


Headquarters, 8 West 40th Street, New York, N. Y. RayMonp Lasiig Busi, President; EstHer G. Ocpen, Secretary; Vera Michetes Dean, Editor 
Entered as second-class matter December 2, 1921, at the Post Office at New York, N. Y., under the Act of March 3, 1879. One Dollar a Year. 


F. P. A. Membership, Five Dollars a Year j , 


